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Q. And did he ever provide yo§ any docemcntsy from that
lawynit?
A. No, he dwin’t -

Q. Okey. Acnd s, you'vo ocvgr roceived from him nny
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—
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1 A Let mc rcread it | documecols that weso under scal, for ciample, in that lawsust?
2 Q. Okay. 2 A Ceruin.lé{ not. ’
3 M MCCLULE: Ms, Manot, what urh: exhilt 3 Q. Apd did yoo evey have any discussions with him sbout
4 sumber? 4 1he allegations in this complaint, in the complaint that you
5 M5 MANOS: W) 5 filed?
6 6 A Yo,
1 {Bran Exiubit No. 29 masked for g Q. When did you have discuagioas with him about thoso
L] wicntification } 3 allogations?
[ v A. Well hc was, in f-ct.thcpascnwhoin-—un
10 A. Yet, ['m comforable sath what 1f ways 10 Christinac plﬁ{i‘n 1983 cuggeewed that it might be a thing
1 Q (By Ma Mazos) Oly. Now I'm g ag to aak 1o have 11 for POGO to ook into whether on Federal kascs there boen
11 macked Exhitek No. 29 and ask youajrecogmida that 12 ao yement of m{:!tiﬂ ) )
13 document? 0n Q. . And whst wan his batis for ssying that? Did
14 A The entire document? 4 e wll you' Whydidhuthlnkitwouldhnngondlhngwlook
15 Q Yes 13 into? 7
16 MR V. PACKARG: Tm sorry. Do yeu have an 16 A Hcpul.hwtttkindﬂfwr‘kwdsdmdkmwﬂﬂt
17 extra copy? 17 ONgoIng 1Fus ia the Stax of Californis snd thought it
13 A. Okay. 13 wo‘ukibewmﬂhmgmltmigh‘lbeofinmtauhc Fedaral
19 Q. {By Ms. Manoa) Do you recogalas Jhis exhibit? 19 loved ap wedl. ]
0 A Ye,ldo 20 " Okmy. And that was in Doccmber of '93, you said. 2
21 Q. Okay. Wixm was it propercd? 11 party in '93. Did you sctoally begia looking lato it
12 A Tt would have 1o be Two years age It vas for our 22 at that point?
27 annual furd Tuscr and il was the |5th anniverfury. So, it pal A. Yesx, shorty after. Well, ycab, afir Christmas
24 would have becn ‘96 14 vacadon.
25 Q. And you uxy "anwual fuad raiver.® [What doos that L) Q. Sbaﬂy,vm!dth!hamﬂhlhnnsixonm
Page 21 Page 24
| moan? 1 .
2 A IU's & reception thal we hold typically fa the full 2 A Oh, yeah [ staned in beginning of '94 ]
3 Q. To try to solicit contributions? 3 phone cails to ax man peopls as I could 10 131t sen out
[ A Yesh ] maan, 1o bx hooost, we ususlly just break 4 my oet 1o soc what in ton 1 could collect.
$ even o7 maybe male §§000 off it s . Ohy.mmmmdthiudocm,lni-_u-_ .
6§  Q Did you balp propar= this & oomber of poople and ions that 1 gusss PFOOO iz EIVIDE
7 A Ysa ldd 7 spociul thaoks w. I'd to azk you shout one of those
R Q. And tha froat Fage'2, although it' not pumberwd, 2 pooplo. Martin Lobal, who is be?
9 has sn cxocutive director’s messago. m‘hmﬁlﬂ 9 A [¢'s alzo from ts firm
10 measage? : 10 Q. Okmy. s be & partnct in that firm?
13 A Yo ldid ' [§] A Yes
12 Q. Asd in the sacoad paragraph — in midde of the 12 Q. mymhwwmhnhwu‘kdontbclmﬁmch
13 —w-dmd&llw“ﬂm 'We mill budicws 13 liug-tion?
i4 tho best way to keep the Governmeat in 10 work with 14 A Isuspect be did.
15 peopls inside the vysicas wpd bot the s awa Socumcats 15 Q. mwymmnedwdnymfumﬁon&mm
16 upoak for themaetves.” Ix that coasistonthwith the — 20003 16 about the Long Boach casc?
17 meethaods Ghat we lookmd of earijec? 17 A, No. .
18 A 1have 10 look becaust that was s poals which 1 Q Hmymcvumdwd-nydocmﬁmhmmt
15 is, | tuoh, diffcrent from owr methods. We 1 oeradndy 19 woxe undcr soal 10 that cayo?
20 isa't IKOGSITTL 2 A. No. i
2 Q. Okny. I» that the wxy POI0 y opmales? b} Q. Bmymcmdilcmudwﬁhhhu:nnq-ﬁmm
22 A W'y ona of the ways we openasm 2 ﬂteu?llhllth‘ymﬁhd?
23 Q. COkxy. s it the way — withdrew question. Tl 3 A Yes.
24 mw — Nip over,_ if you will, ploase, xud "ru mot sumbored 24 Q. Ohkay. Mwhmﬁdywhwmdiwmimm&
75 bt che puge that sarts “wethodology.” 25 him?
1 A Yeah Page 22 Page 23
. 1 A 1 have on occasion spoken 10 um 1 the last
2 Q I that an sccurato descriptiog of FOGO™s 2 throt yoers. throughs
3 (Iy‘r 1 Q. Dk-y,l)_oymmcal!ﬂr.ﬁnt&mcywhdl
4 A We s best ax you can combie 15 years of wark 4cmvm-ﬁmmmhimnhumun;ikpﬁminthmphim
s into om&nm. 4 that you fed?
[ Q. Wc'll catne back to this we have s ounc 6 A lmumpmiswmmhnb}ytziuwiy'94.
4 facta. But in the meantiroc, if you d switch ovor to the 7 Q So.aﬁuymhdlhnmvwmionwithﬂmymu
s wext whero it says "roac's of directorx " 14 43 3 st tho Christmas party?
9 tnu‘ymaqmnmubommof directors, 9 A It was scruaily at thar fum's Clwisimas party.
0 Who iz be? ) ) 10 So. be mry oven bave boon during that discussion.
1 A. He was at the time the chair board sand be 1 Q. Okay. Whmyouhdth-tdimﬁon,didnmry&nh
2 works for 8 law firm, Lobcl, Novins & Lamont. 12 unyouwht!hcdhtlﬁm:inﬂ:cmmhcmm'?
3 Q Andwasihat law firm invo! ia the Long Beach A. It really wasn't relevant because the Long Beach
; lmiangn? _ i case | know was over and 1 dido™t come UP.
rx, il was < . O . So, why did b s thought there were —
L] Q. And did be, i fact, rep! the State of . memdﬂ hc.hmht,lr:c ward yt!uy:::ﬂ was gither "continuing"
.1 California, the Suts Laods Comm sion in =1 lewguil? nr“on%iq" +ssucy in Californis. Why did be belicve that?
I8 A, Yos, he did. A, Well he continucs that — I believe the fum
19 Q. Did be ovar provide you an) informstion about that CORtiAICE 16 represent the Staw of California And thare ase
20 laweuit? ) indervaluation probiams separwie from the Long Beach
g; A. Not about thet lawsuit. a0 litigation.

Q. Are thoy undervsluation problcms 1o any cascd that
have boea failod against say of the dcfeadants in this cuesT
A I'm not aware of any lidgation hat’s ongoing 1
the S of Califomia.
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3 Q. And how long & i 2 A And]acknowiedge that that's not fajs By the

< A ldon't dcfcn?ﬁm:_’ Ken Starfboen carrying on? 3 I wrolc thes, it wasn'y Initially an ancien; d:)dgc )ﬂ', d;um

T Q l\ngll_ \ ; ﬁfﬁ:ﬁf:::‘:‘.;:; the l:(nc?ct dOdsnl! was because what Dave

6 A t vou Monij ' ' . i s phong call o Bob Spe; -

7 though 4y 1ca Lewinski's dot still on the stand, : what Speir's interpretation what b said fhing .m‘“‘;‘;m y‘;’-’u'r]

8 3 hoone Call. [ can't belicve that Cynthia.” which | ook oo

9 . (Bran Exhibit No 74 magrked for o the o ymichia Qu?m“‘ ha “.'.wdn’:“ 0 have us scrub ail
R i 0 e T e Ty i
2 Q1 (By Mr, Leggette) We havohaarkod a document ag ||} 27 Y9 want deniabilicy so “np;mnm Know how e can
13 Exhjbirt}ja, Cao you tell me what fhat is? s ffn (cinﬂacwd from the Statc of California teases on Feau)

M A § was my written submissidh for | ; retros
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W Q Olay. So, this was actually kubmitied? 16 A In retros Wuminkme'k:‘f?’dg':
:‘: nolA' I actially don't know if it wenf into the record or 17 themaecives have been. Byt [ Lh)mnk the pu}{:lic pressure

. H 18 that was put on them because [ wag sble 1o documen
» - o . . get ts that
;p S gg you inlcnd: forittogoi . the record? ; g m‘t\gubhciy available 0 some extent stoppod that from
! Q Qlay. Why do you thiok it dhight 0ot have gone? | o . But your intent — hut your statemen suggey
B A Becaus [ think ['may have forgoficr togjvcll?o 22 &l?ﬂfuﬁmmt’:"f?;lm&simp]ymdmj;:h&i. o‘}'u,c
: the nglﬁ person botchaﬁse It wasn't thallimpartant 10 me, 23 task force? e
' Q. It was not that mportant to 4 A g if 1t e n
! A No. That hearing was more imd ant than my 25 msz‘ilf‘m’ﬁ, si:n:g.p::“ that vy You're right.
o _ Page 2197 ) i Page 223
#4 submission, for the record. 1 . Well, Jet's go two more S a8e
b Q. Whst was your involvement in ¢ t hoating? ] M.Qmpmd_..:nw-‘pun-d.nun-'z-:uh 7
i A Immdedc:gngusmnm I get Chairman ¥ departamt Nuﬁqi-mw«mmd
‘4 Hmtpholdﬂtbmmgandlwwkndwi the staff imﬁfmmlmmuyup
h cxtensively and bcls:d draft questions for fhe witnesses that 3 that MMS 10 oy the brink of doing better. ! Fully understand
g.mpmmdbx Govmmt_ % thal to socuse a whole agoucy of had faith incloding
Q. Okxy. Dimxt your aticotion tn page. Ia politically appoiuted leadarstup ovey syveral

8 1994. Do you scc that ph Y top, "After docades | 4 sdmaistrations is 2 very scrious mareer It docan"t pound

9 of an sive pualicy of woe 90 cvil™ : = A8 Il you were bring carcless is calliag it a dodge. Doca
1] A Ye. . | (t soxon that way sow?
| Q. — “m3 finally bestirred itgelf a small ¢ A No. I'™ eot ~ I'm not spologizing fov anything
12 cmbmundbytbiﬂommgnubm by Uslifoenia ™ on and oﬂumﬂnfmdmmﬂid[yld:dn'lbchwh
1} an apd on, estimate of 400 million Yo them note that, infcragancy tek foror wia a dadge, What | found over time was
14+ "B by tho firet repart of tha ¢t onn Goverument that [ was going 15 that direction.
15 Overs, t and stoved by an anc nerws e t

Q. Okay. Nﬂ.hﬂl.ilﬂchdlﬂlh-ﬁﬁdﬁ
Wa-uﬂ—'uomhdhillm—l.wam
lddnhhdhuofhn—mmmh—mh
hlm,'mﬁﬂ-lthjldryﬁiapod&u,'apn-'ﬁ-
Md-unolmmo-n-mwnn“ul-q
'wﬁﬂu—imduhlhl‘lﬂﬂm On tha soxt
mmmmummhmqmwm
Mh-ﬂbnﬁdnhﬂ-ﬂlﬂw«mﬁudh
regulation theiy jong-rianding practics. Of ceuxag, It in
mﬂyuwmthmmmm

20 Q. You. i
2 A Was 1 pretty nght?

22 Q. I think you've definod it weil Thack yon.
23 Rcfaronce 1o the exhibit withdrawa.
24 A. [ actually have 1 say that there is inaccuracy

23 thare becanse tho task farce had begun O PEpOrT came e pablic husdrods of miliions of doliars * Thost wers 20t
Page 220 Page 223

1 out. 1owan, significantly before. ' mhamwu.vucw

2 Q. Andi rather than considerige Mr. Armsytrogy’s " A No, they waren't, [ still think they're true

1 force an sacicat in your & leter wr hizn, you Q. Okmy. Well, you invitc us to test them oa the prior

4 credited him for creating task force, did you not? ;F;p "Tho first tost is whether uoas hag aay colorabie cxcuse

s A Yr:ks‘.;did. aia ; . mm‘qnhﬂh&b‘gﬁgﬂk—fwubym

) Q Okay. the apperext i stoncies . interagency rcport to have through the

7 A Becausc’%rxy’m [ kncw that the foree wasn't undervaluation.” Do we have the ifteragency report ag an

3 goiting o far and that Junc of — } exhibit slready?

9 Q. Of '967 ;

10 A Juneof '96. And that - let me pee y — I got the 10 (Discussion off the rocord )

11 dmaft of the repont. I'm T just need th figure out the 1

12 timing on this, Rught. So, | the draft of ihe; inkcregency 12 MR MCCLURE: Are you imposing a six-hour

13 mknfortc report and [ had the notice that - in fact, Hob 13 ume lizt oo this deposition. Counacl

{4 Speir had roccived a phone call from Dave Hubberd | gol tus 14 MR. V. PACKARD: Yeu.

L5 memo tarough FOLA. that v letter written by par who was the 15 MR. MOCLURE: We'rc going 10 use gur full

16 DOE representative on the task force res ing 1o & phonc 16 tix hours then.

17 imexsage be had from Deve Hubbard. [n fi L it was in my fourth i? MR V PACKARD 1think that's the Courr's

13 rocport and I'd like to quotc from it, now ‘re bringing 18 order, 13n't it?

19 the point up. No. my fourth report. No, cﬁ?‘s have 1, 19 MR MOCLURE: Thal, [ guess. 15 subject o

20 Q o Et imtercst of my owg timg -- | 0 4Cane IntETpretaton and question  Bur 1 want (o

2 A, Okay THteh yom 2] know what your position ix hecanww yom' e i ¢ ontrol

22 0. —~ I'm gaing tn hauer tos meithdrase ques v i Ol i witnexs,

23 beczusc | submit what you're sbout to ¥ in DOt TOsponsive. 23 MR V. PACKARD: leustgoing based oo

24 What you'vc written bore is that st the that they wroatod 24 what he said about finishing up. We're trywng o

15 the task force, they were intcading to

Lo ag gocient 5 meet schodules at the airport.
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years later. Why would the team leader believe that MMS and the
Interior Department were stalling and who was stailing the report?

Ms. QUARTERMAN. I cannot respond to Mr. Hubbard's e-maijl
messege. I don't know what he had in mind when be said that.

Mr. HorK. Well, he iz asking in & memo to James W. Shaw of
your office ‘n Denver, he is saying: “Will MMS commit additional
audit resources either in the form of MMS auditors or more money
for the State of California to do the followup work if the team rec-
ommends it? I recognize that this is hard to answer without know-
mﬁ what the acope may be, but I am hoping for some sort of moth-
erbood statement that J can give the team for our next meeting.
I have stalled this issue long enough. Please see the Speir memo
I am sending you on thia subject.”

It zeems to me that we have taken an awful long time to get this
issue resolved. Are you now on track with that? Could you give us
sort of 8 scheduie oiyhuw MMS is going ‘o operate in this area now
that gou have an interagency report and everything else that you

3 o

through in allocating resources for audits and determining what to
audit and when is not an issue that I've gotten into in the past.

Mr. Horn. I can understand that, but has the delay been caused
at all by the complexity of the valuation system? Or is it just nor-
mal practice and it iz a matter of adding it up, price per barrel that
goes on every day in this country?

Mr. BERMAN. The valuation—the California market is very com-
plex. If you take & valuation systern based on the alternative crude,
and the market prices of crude, that would lend towsrd an ANS
valuation system which is more straightforward. A valuation sys-
tem based on audits is more complex. You have to make sure that
you get all the records, that you get all pieces of the records, that
there may be muitiple transactions invelved and the premium may
be, because of the trading, ma{ebe spread off across numerous
transactione. So, the 8 can be lengthy. . .

Mr. HORN. | just happened to be g ncinﬁa:t the price list of
what they—cne company will pay during this last April, and as

21+ i 3 i ' h a4 B Y] h __0‘

Ms. QUARTERMAN. It has taken a long time but the taam has ac-
complished quite a bit in the time that it had avsilable to us.
Accessing sealed files from the State of California took seversl
months before they could possibly review that. We audited two
companijes fur 3-year time periods. Just to put that ir perspective,
on a normal audit cycle for companies of this size, we take 3 years
to audit 3 years. We hired iwo consultants and got their reports
back and were able to integrate them.

We went ‘orward on the Interior Board of Land Appeals a2nd
asked them to reverse a decision, something that is pretty much up
to them to determine how quickly it would happen hut it happened
within this 2.year timeframe. So it may seem like a long time to
some of us cn the outside, however, [ think it was—they accom-
plisted quite a bit in the timeframe that they were given.

As to how we plan to proceed from here, we will be meeting
members of the Departiment of the Interior, with members of the
Department of Justice to get their advice on how to proceed. We
will probably make a recommendation to them, and ask them if
they have any concerns with that. Once we can resolve those is-
sues, we will move forward hepefully in the next month a final de-~
cigion on how we plan to preserve this.

Mi. Horn. Mr. Berman, since | quoted you, 1s that an accurate
quote? Could we have collected way back in 19957

M:. BERMAN. Could have collected in 1993? Probably not. I rec-
ommended that we initiate collection as soon as possihle.

Mr. HORN. What are the problems :hat you found in being able
to collect? Yon have been a number of years [ take it in thig re-
aponsibility?

Mr. BERMAN. Yes. I'm not sure | understand the question.

Mr. HGRN. Well, you are familiar with the evaluation problems
as an econom;st. What are the problems here that delay coliection?
I mean, is it simply MMS starting to do it, or is there a lot that
has to be resolved in terms of the pricing system? And maybe you
as an economist could educate us en the pricing system.

Mr. BERMARN. | can—I might be able to talk a little bit about the
pricing system. The administrative mechanics that MMS goes

fields in California on the
son, in my judgment as a layman who did teke a few courses on
economics, why some of those fields v since the posted gravity
is exactly the same as it was § weeks b , yet some go down and
some go up.

Can you enlighten me as an economist as to why some of those
prices go down and go up when the posted gravity is exactly the
same?

Mr. BERMAN. It is hard to say as an economist. Posted prices are
oot market prices. These are—I'm not even sure they are always
offers of one sort or another. These are statements by the company,
initial statements as to what the crude may be worth. It is best Jik-
ened, [ think, to posted prices in a car lot. They are a starting
paint, if you will, perhaps for negotiations.

There 18 no reason, necesaatily, that postings by any two compa-
ries would necessarily have to coincide. ’'m not particularly dis-
turbed by that at all,

Mr. HORN. Well, thank you. My tirme is up. And I yield to the
ranking minority member for 10 minutes.

Mrs. NEY. Thank you very much, Mr. Chairman. Td like to
thank Mr. Berman ard Ms. Quarterman for their testimeny, and
Mr. Haspel.

In late 1993, MMS, the M:nerals Management Service, inves-
tigated oi] royalty payments from 1960 on. Ms. Quarterman, then
MMS limited the task force investigation to the 1978 to 1893 years.
How far back do you intend to go to collect the royalties?

Mg. QUARTERMAN. At this peint in time, the Department has not
made a decision on how far back to pursue underpayment of royal-
ties.

As to the statement that we limited the task force, that is not
my recollection. We did not limit them in terms of how far they
could go back.

Mrs, MALONEY. Well, gince the task force report states that 74
percent of the potential undervalued royalty collections are from
the years 1980 to 1985, can MMS at least commit to covering 1980

to present?

ricing, and there is no rhyme nor rea-
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arm’s%&. transactions for that

were put in place. Whether or not
we are trying to change them going forward, but f; i

they have been in effect, they arel?fn fact, the lzw.or the period that

Mrs. MaLoNEY. ] would like to ask you a question about thege

0 ¢ interpretation of them “mig-

fuilcant quantitiea of arm’s length transactions.” Hmﬁ:uve?,eedﬂé l:g-

regulations. To defend MM

ulations do not define, “significant
er, near the end of the ta

1, states that less than 20
length, but that is not a Jj
cant in the context of the m

ent

eriod once those benchmarks
ey work or not, as I mention,

tity "
sT force report page 7, appendix

of crude oi] is tradpd at arm'a

cant quantities of’,Calif‘ornia crude oil is not solMd in erm’s link

]eﬁthgvansachm.

6. QUARTERMAN, ruﬂnkﬂneseareallisauesthat

when we decide to proceed in a methodology that is d?}!'agreog:ngnﬁ
the one that has been recommended by the team for 1988 forward
when those regulations were in effect. That is, if we wers to go for-

ward with the ANS valuation from

underlying legal arguments
tions.

prepared to tiet into
associated with thoae recommenda-

1988forwardw3w have {0
b kil R e petror -ttt PR %Ry That 15 d
At this point in time [ am not e y that 18 different.

Mra. MALONE’Y.Domdisputethetaskfome’ i
8pot prices reflect market value in California? © finding that ANS
Ms. QUARTERMAN. T have bo reason to dispute it or to confirm

Mrs. MALONEY. S0 1you are not confirming it or digputing {t?
a

it

Ms. QUARTERMAN.

ceept it on face value.

8{!‘5. MALéQ?NEtE- You accept it on face value
n page 87, etaskforcereportstabesthatdocum
Long Sea.ch case reveal that the companies umemserveinﬂe&iﬁsuﬁ
.:2;; measum.t‘g}tytﬁan't we do the same? Why can't we use the
measure € companies ? report
that ie what the oumpanieamu};e. use? And the staes that

Ms. QUARTERMAN. It may be that the‘Dep.artment of the Interior

determines that it will use ANS
ed

a8 a valuation point. Again, that

Mre. MALONEY. When wil) you make that decigion?
Ms. QUARTERMAN. Within the nert month
Mrs. MALONEY. Within the negt month.

the regulations in 1988 to rely more onﬁsted prices when
at

there waa re rt, after report, after report th
5\% not show fair market value?

er or fair or

. QUARTERMAN. | wasn’t gt the Department of Interior
1388. I am afraid I won't be ahle to answer your qucarttnygzxmcrm;ﬁ
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all interested parties at the table; that at the time the regulations
were changed from a more general regulation to the one that is in
existenice now that there had been concerns raised much as this
concern has been raised by the clarity of valuation, and the pur-
pose at that time was to clarify.

Mrs. MALONEY. A commonsense answer. After reading all the
prior reports that it was wrong, that it was undervaiued, the court
cases substantiating it, don’t you agree on a personal level, cn a
commonsenae level that we axnouldn't use posted prices? All evi-
dence points to that.

Ms. QUARTERMAN. We have determined that.

Mry, NEY. You will 'mot use posted prices?

Ms. QUARTERMAN. Only to the extent we are required to by the

rs. MALONEY. Maybe the regulations should be changed if ev-
eryone mgrees Eoefed prices are wrong. Maybe Congress should
write the regulation or give specific guidelines. I don't know if
cvery report says you shouldn't use it and you say maybe if the
relatione reqire - IR, SFe RS AR VYLV N TP =
at you ch that you go back to fair market value. You don't
ju:}g through hoops that make it impoasible for you to collect fair
market value. My time is up, but I look forward to your response.

Ms. QUARTERMAN. | just wanted to add, as I stated earlier, we
ire in the process of ing our regulations going forward and
clarification that in 1988 :rﬁen the regulations were put into place,
that was ahortly following a district court decigion in the Long
Beach case that found that for the defendants, not for the plain-
tiffs, it was also during a time period where several Federal agen-
cies were looking into the issue of California crude oil and posated
prices and did not reach any firm conclusion one way or the other.
I don't want to defend the actions of my predecessors, but just to
clarify what was happening at that peint in time.

Mr. HORN. Let me draw on the brains of the economists that are
here for a minute. You have looked at & lot of different value situa-
tions. What are two or three top ways to get a fair market price
for the Federal Government and the State governments in this
leasing operation? How about you, Mr. Berman?

Mr. BERMAN. The question of markst value is perhaps more eas-
ily determined than the question of how to collect royalties based
on market value. The market value is most easi) , most directly
given by the prices that come out of the market, the free and fair
market.

In the mid continent, for example, the best—one of the best
measures we have of this is the pricing that came out of the
NYMEX, the prices that are poet.e-dgni]yon the P-plus market out
of curbing Prices out of St. James, LA, offer a Eench mark for
value. On the west coast, the price of ANS is a frequent reference
for value.

The question, then, of how to determine value for royalty pur-

ses goes well bayond that. It is how do you account for the dif-

nces in the crude? How do you sccount for locational dif
ferences, quality differences, these aorts of things.

Mr. HORN. Let’s take that point. Alaska North crude is a higher
quality oil than California typically; is that not correct?
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ﬁr. %ERMANTt’Bmt is correct.
r. HOrN. re is also a transportati blem; iz that not
correct? In other words, if I were apo n,nl l;!;\ g::i‘;gl:o haven:o
pay certain things that have been added to the producer’s cost, I
wpuld think '

Mr. BERMAN. They say spot market for ANS on the west coast
8o that traru's rtation issue, the majority of it would be deait with
by that. You'd have a local movement issue to deal with from wher-
ev;; t.hflmarkestéia ﬁ’oﬁ w you are getting it from?

r. HORN. is ANS a fair price guide f:

. oRX, p gui or most of these

Mr. BErMAN. For Californig, ] think so.

Mr. HoRN. OK, regardless of gravity or anything elge,
~ Mr. BErMAN. The gravity, there are ically gruvity-based ad-
justments that are used by tradera. The four mrners,t{ine 63 has
a f;-av:ty_v baﬁx;i, sg:n Llé?&;;;hen grav{;:izs of different amounts are Fut
inlo a pipeline, by nt people they—everyone gets their fai
share coming out the other end. & o

AY. TIORN. Th othel’ words, 18 the MMS using the same system
of valuation as the coil companies do on 1
o s pani an intertrensfer? And

Mr. BERMAN, The MMS uai.uf the same——

Mr. HORN. Well, in terms of pricing some of this il when there
are sales between cil companies, should the De ent of the In.
terior Minerals Management Service be using that same method or
is there something wrong with their method?

Mr. BERMAN. You to test very carefully what is geing op in
the transaction. If the transaction is between—unaffiliated compa-
nies of opposing economic interest, you can establish that oppasing
interest at the time of the transaction, then it is a transaction that
you can prubably rely on for that piece of it. But it gets—it is get-
ting very complicated because there is such extensive trading, and
the question of whether or not there is opposing interest.

Mr. HOrN. Well, let’s pick up on that. Mr. 8peir, you were on the
task force deliberations. What were the parameters of the delibera-
tion as to whether or not the Alasks North Slope prices should be
the basia for the royalty beachmark? What can you tell us about
the dialog there and does it make sense ultimately?

Mr. SpeiR. I assume your question is in the context of the task
force——

Mr. HORN. Right,

Mr. SPEIR {continuing]. As opposed to the economics of it.

Mr. HORN. No, I am looking now at the dialog within the task
fo?gagd the pros and the cons.

. SPEIR. We really never got into the question about whether
Alaska North Slope oil was a proper me of valuation in an eco-
nomic sense. Our decision to the extent that it took place centered
motre along the lines of could we actually do that within the context
of the MMS regulations. And the question of significant guantities
comes into play there. The benchmark system that was get up in
the 1988 regulations required you to successfully reject four bench-
marks before you cculd get to the point where you could clearly
identify an ANS-type valuation as being a proper method under the
regulations. And because the significant quantities term was not

41 .

defined, it became sort of a subjective judgment about whether we
really saw gignificact quantities of t!'ﬂdlﬁg taking place.

Given that you choose to make the subjective judgment that all
of the other trading that we saw in the contract records were not
gignificant guantities then, can you fall through this benchmark
system to the last one and eat.aglish ANS asli)eing a methed of
valuation? There are a couple of other technicalities you have to re-
solve about sales from the same area over the same type of crude
and 8o on, but [ think basically you could do that under the regula-
tions if you choose to make that judgment.

Mr. HorN. Let's look a minute at those four benchmarks. Was
that statuterily mandated or was that a regulation developed to
carry out the statute?

Mr. SpEm. My understanding ig it is a regulation pursuant to a
statute. | am not familiar with the underlyling statute myself, but
my perception was it was much more general.

Mr. HorN. Did the task force feel that these benchmarks made
sense or should they be basically revised?

is ap fo te 9880. e’t s]y
" say how }:;?e would revise the benchmarka, but in our deliberations

we all had problema with sttempting to apply those to the situation
which saw 1t hand mostly because of the necessity to reject one and
congider another and reject that, Well, I think that answers your
question.

Mr. HORN. It seems to me if you have an unworkable formula the
guestion is should the unworkable formula be changed and what
is a fair, equiteble, reasonable formula that withatands the test of
a court and would stand the test of scrutiny by an intelligent, in-
formed citizen? In other words, should we go back tc the drawing
board in the Department of the Interior?

Mr. Sprir Well, it certainly requires a lot of consideretion. The
regulations, as they stand right now, have terminol that is cru-
cial and critical to the interpretation, which is not defined in any
way, either loosely or tightly. Significant quantities, the nature of
an affiliate ‘ransaction, which really gave rise to decipions in the
LA case that was talked about earlier, all of that should be cleaned
up within the current framework

If you extend that question to how should we obtain the proper
value for the oil under the regulstions, I think that should be the
subject of considerable study. The Department of Energy, of course,
and the ecity of Long Beach take a quite different approach to sell-
ing their oil and we slways have.

We have never accepted posted prices, and the situation with the
city of Lon.%'sea.ch actually %ve rise to the lawsuit you were talk-
ing about. The city of Long Beach really doesn't do that anymore.
There are other broeder considerations to take a look st.

Mr. HORN. Are you familiar at all with the University of Texas
methods of royalties and leasing? Anybody at the Interior familiar
with that?

Mr. SPeIr | am not.

Mr. HorN. 1 would suggest that maybe they become familiar be-
cause [ am informed that that is ane of the most effective leasing
royalty systema in America, to get the money they want to get for
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Mre. MALONEY. The MMS members of the task force in rec
ommending auditing for premia rather than wsing—in the task
force report, as you know, there was a difference of opinion, the
MMS members recommended auditing for premia rather
using MMS, do you believe this is the most effective method?

NMr BERMAN. As a matter of collecting royalties, that would be
an issue for the Solicitor as a matter of determining—

Mre. MALONEY. | am not asking a bureaucratic mumbe-jumbe, I
am asking a person who is paid by the yers to research this.
[ am asking your opinien, your opinion—if you were on the task
force—you should bave been on it given und—if you

your
were on it, which side would you have gided with? Would you have
sided with MMS or what was Energy and Commerce—Energy and
Commerce, which side would you have gone, MMS or premia?

Mr. BEEMAN. | believe the best method of messuring value in
California is through reference to ANS, since ANS was entered into
California markets.

&b

Mr. BERMAN. It ig readily available. There is an eatablished spot
price on the amount. It’s bought end sold st the prices—at those
market prices, and it'’s relied un by the companies as 8 reference.

Mrs. MALONEY. And have you continued to pursue this question
enough to know if this is just limited to California?

Mr. BERMAN. | heve initiated an investigation to look at the
issue of posted prices generally in the mid-continent, Texas and
New Mexico, et cetern.

Mrs. MALONEY. Are-those posted prices undervalued in your ini-
tial repearch?

Mr. BEEMAN, My jnitial findings are that those posted prices are
below what is generally regarded as market value.

Mrs. MALONEY. And have you only done it in two Statea? 15 that
correct, in addition to California?

Mr. BERMAN. | haven't done it in detail in any State. I have been
looking at the trading issue generally. It's much easier to look at
a broader market ouiside of California since there are not the

and me, what is the relationship betw
i and premia paid above ings?

. BERMAN. S is rar crude in Celifornia, that is it is a
heavily traded crude. It is & very important crude to the refiners
in transportation fuel. It is, in fact, n the—aa a heavily traded
crude it will form the basia for valuing exchanges between compa-
nies. That is to ensure that they get the proper value when they
deal with one another.

Posted prices, as I indicated before, represent the company’s
statement of—or initial statement about the market in the field, or
at any one point they don't represent market transactions. In a
well-functioning market one would expect the premia on the post-
ing to correspond with the market vaiue as it does in the mid-con-
tinent market. The problems in the California market, the lack of
trades and the transportation restrictions will inhibit this to a sig-
nificant extent. But the premia then would tend to capiure some
of the markset value.

Mrs. MALONEY. Ore section of the task force numbers, the MMS
ones, recommended relying on Benchmark 1| of the regs, which
again relies on poated prices on significant guantities of arm’s-
length transactions. Does this recommerdation make sense to you?
Is it peagible under the regulations to use ANS as the determiner?
Just yes or na.

Mr. BERMAN. Yes, ma'am.
Mrs. MALONEY, And 1 was confused. Maybe as an economist you

can answer this. What constitutes “significant quantities™ Is less
than 20 percent significant? What is “significant™

Mr. BERMAN. It is not that simpie. If it was as simple as saying
20 percent was a significant quantity, then we could have done
that in the regulations.

The reason il's not in the regulations is because it's rot simple.
In my mind, the quantity is 2 significant quantity if you can estab-
lish a market price about that quantity.

Mrs. MALONEY. Is ANS significant?

Mr. BERMAN. Yes, ma'am.

Mrs. MALONEY. And why is it significant?

tation resirictions that there 7 Califo

[] LIy U

in Texas,

It's more difficult to do that in California. But I found that, as
a genera! rule, that postings do not reflect market value.

Mrs. MALONEY. May the committee have the results of your in-
vestigation so far for our study?

Mr. BERMAN. It's really in pieces in my office. [ would—I haven’t
even had 8 chance to brief my superiors on where we are yet. I'm
rot-—1 would be mere than happy to provide anything through our
Congressionai Affairs Office, if its—if the Department deems it
ready to be zeen.

Mrs. MALONEY. Thank you very much.

Mr. HorN. Thank you very much,

Let me just ask you one question, Mr. Berman. You are a very
expert witness here. In your studies in the use of the price struc-
ture, you have advocated namely the Alaska North Slope structure.
Do you have any ballpark figure as to what we might be losing as
a reault of not adopting that particular price structure as an index
of what is value? Are we talking hundreds of millions of dollars
that we are foreguing by not doing it, or what?

Mr. BRrMAN, Well, 1 would not use—it i3 not clear that I would
use Alaskan North Slope outside of the State of California.

Mr. HoRN. OK. What would you use in the mid-continent and
Texas?

Mr. BERMAN. Mid-continent and Texas, | would probably use—-

Mr. Horn. East Texas?

Mr. BERMAN. Closing price on the NYMEX when it goes from fu-
ture to spot. Or 1 would use on a daily basis, I would use the
NYMEX or the postings plus, P-plus market out of Cushing. Pos-
sibly, for economic refererce, the light Louisiana sweet out of St.
James. It would depend on the market that I was looking at.

Mr. HORN. Because we would appreciate thst ballpark figure. If
we are Josing a few hundred million, 1 think we have a little bit
of concern here—quite a hit of concern.

rnia and you can
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Mre. MALONEY, Were you at any of the task force meetings?

Mr. HaspeL. No, [ was not.

Mrs. MALONEY. So, when were ycu briefed to testify about the
task force on which you were not & member?

Mr. Hasper. I was aware of the existence of the task force, that
Bob was on the task force. I was aware of where the task force was
going because I am familiar with royalty issues, but { was only for-
mally briefed on Friday to prepare for this testimony. -

Mrs. MALONEY. So Mr, Speir is your aasistant?

Mr Haspei. He works for me, yes.

Mrs. MALONEY. Then I would like to ask him: Mr. Speir, were
you & member of the task force?

Mr. SPEIR. Yes, ma'am, [ was.

Mrs. MaLONEY. From the beginning te the end?

Mr. SPEIR. Yes.

Mrs. MALONEY. I'd like to ask a few questions about the task

_foree, specificelly page 67 of the task force report. Energy and Com-
Merde relileEcnlamyed e iRttt aavikar-Nortir-Shore
gpot price to determine what royalties the oil industry should b
pagg:ﬁ the Feders) Government.

d you explain why there was this divizion and why Energy
and Commerce supported the ANS prices? Very briefly?

Mr. Sreir. Well, briefly, we felt that thet waa the proper valu-
ation of the crude oil.

ﬁm. MaLONEY. Why? "

r. SPEIR. It was a—the pricea that we were talking about were
free and open merket transactions. They were rea:ifffrelat.able to
California crude oil, because although the density of the onil is
somewha: different in some cases, there were readi{y available in-
dustry adjustment factors. ANS was within the range of California
ail, so—quality-wise, so the adjustment for transpertation and
gualx_ ty was a reasonable thing to do, and we saw the industry

aﬁgitt.uemselve%m therecthe.

15. MALONEY, You saw in records? Could apeak further;
how did vou see it in the records? Did Energy tell you that is how
they used it? Was that their method? Did they tell you, or did you
gee it in documents?

Mr. SPrir. No. In our examination of the Long Beach records, we
saw @ number of instances where companies were ansiyzing the
value of California crude oil they were buying to them and making
that analysis relative to Alaska North Slope ail prices and making
comments to the effect that Califernia oil was far below its value.

Mrs. MALONEY. And that was in writing?

Mr. SPEIr. Posted prices. Yea, ma'am.

Mrs. ¥aLoNEY. Wow, Mr, Chairman. On page 57 of the task
force relggert., “Energy does not racommend using ANS for post-
1988.° § that mean youﬁgne with MMS thest audisng for
premia is preferable to using ANS post-1988?

Mr. Speir. Well, I have always felt that Alaska North Slope oil
is the proper basié of valuation. | mean, that doesn’t change after
1988. The significant difference was in the change in dations.
And this benchmark system that required a judgment of significant
gagmtities before you could reject one benchmark and fall down to

next one, that was simply a confusing sitaation, combined with

59 @

the fact that most of the dollars that might be obtained in over-
charge settlements or judgments were in the 1980 to 1985 period.
I went slong with the MMS's feelings that the benchmerk system
should be used.

Mrs. MaloNEY. OK

Mr. SPEIR. And I might add, a benchmark aystem should be used

as applied to sales premia that were seen in contracts, not posted
price. -
Mrs. MALONEY. OK. Pm a little confused. You believe that the
poet-1988 Federal regulations could permit one %o value crude at
the ANS spot prices for royalty purposes, taking into account grav-
ity and transportation?

Mr. SPEIR. I believe they could, yes. It requires you to make cer-
tain judgments, which are largely qualitative judgments, about
whether the trading activity that you see in company records was,
quote, significant or not significant. If you deemed that the activity,

real true arm’s length salea and purchases at pasted prices or post-

'—'- us & prem ...." WHER T 0 S ren it g o . A

coud fall down to the next valuatior benchmark, and benchmark

No. 5 clearly would allow you to use ANS as a candid valuation

system.

dl%[::l MALONEY. But jumping over, the other benchmarks are very
i t.

Mr. SPER. Because of this subjective judgment about what con-
stitutes a significant quantity.

Mrs. MALONEY. What do you think constitutes & significant
quantity?

Mr. SPEiR | can’t make any judgment about that.

Mrs. MALONEY. So then you agree with Ms. Quarterman that the
regs need to be rewritten?

Mr. Srer. | think we all agree, all of the ask force agree, that
the regs need subatantial revision, ves.

Mrs. MALONEY. In appendix 1, page 2, the task force argues that
they cannhot use the ANS spot price method because the regulations

ire that the cride oil used as the determiner of value come
from the same “area” Could ANS be considered from the same
area, for comparison's sake, to California?

Mr Sprir Well, it is certainly sold in the same area It is sold
in the Los Angeles spot market. That is the price that Dr.
Leitzinger was looking at when he did the side study that Mr.
Armstrong just spoxe to. Its not produced in the same area, but
everyone recognizes that ANS prices are a dominant factor in the
California market, and clearly it is refined in the same refineries
in California that refine California crude oil.

Mrs. MALONEY. On page 11, "Energy and the Commerce Depart-
ment representatives recommend going back to at least 1580 to col-
lect undervalued royalties.” Why? And would you elaborate.

Mr. SPEIR, Well, firat of all, we looked at the year-by-year poten-
tia'ly collectable royalty underpayments, gnd we found that the
majority of those potentially collectable royalty underpayments ac-
crued in the years 1980 tc 1985 when prices were high.

We sort of went st it from two different directions. We looked at
how much you would obtain for each incremental year going back
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United States Crude Oil Royany
Payment Regulations

Suggested Modifications Presented 9/5/96

FBemjaminJohnses-

Summit Resource Management, Inc.
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Se

t ] ti
Qutline
Current Crude Oil Marketing Practices

. Goals of New Payment Regulations

« Conceptual Basis | |
. Suggested Changes to Existing Regulations

« Implementation of Suggested Changes
« Administration of New System
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asi { arket
ase 1|

Transport to a

Final Sale at the Lease or Purchaser, Then Sell

or .
Exchange Lease Qil for Other Oil,

Then Finally Sell the Other Oil

=
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I Se!l enters into sl

| Mobﬂnlon Sun;mnry to Couveri Mobi!
Lease Crude Into Chalmeiie Reflnery Snpply

l 2. Navajo “Selts™ Midland oil lo Mobi!

trlofflhorllun -

| Amoco to con

crude oll lnto Deer Park
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Sent By:

Buy/Sell Agreements Do NOt SNOW
~ Actual Market Val;le‘

$

Uncertainty
in
Market Center
Vealue

0il Value

0Qil Value

P
Buy/Sell agreements neon e
o : In value between the

lease and the other location.
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3.

“Overall Balance
Implied Exchange Transaction

{ approxi lo esch other, the
les selt approximately equal volumes ‘
?:n ;ﬁ:nmm. In fact, beesuse of reduced royatty and severance |

4

] As long ms two €

| :“bz:l:m:!;‘:hﬁ:?he pested lease prices below full value, There may not P
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 even be written coatrs reflecting eh
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Sent By:

Shell sells OGOM

1o Mobil at posted price

|ease crd

de |

!
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« Most actual

' t ua

APigravity scales in Posted Prices are

sometimes used |
lease marketing contracts “deem

ductions are applied to

s

API gravity when de

posted price bases | |
Actual deductions for crude oil quality are

asually negotiated

« Some market centers have

“gravity banks” to
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. . Few truiy Outright sales by major producers

« Independents commonly sell outright
— Many Independents use sophisticated sales

. Most Majors utilize buy/sell exchanges
» Overall Balance concept u_sed by several

ality are commonly
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Existing MMS Payment Regulations
Valuation Standards (CFR Ch 11 206.102)

accruing to an oil and gas lessee

«Value shall be based on the highest price aprudemt—

lessee can receive ...
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. Fair to Payors and Federal Government
_ Meets obligations of lease agreements

o Understandable
— To Payors

— To MMS Auditors
 Minimal changes to existing system

. Compatible with Payors’ existing systems
« Compatible with actual marketplace
« Difficult for Payors to manipulate




Jan-31-00 6:04PK; Page 23/34

703 527 8388;

Sent By: FRONTIERS OF FREEDCM ;

) a 1L

o Current regulations require payment on full

value received, but changes could better reflect

actual marketing practices . |
_ Current reg’s seem to assume that posted prices
may represent “market value” of lease crude oil

« Posted prices can be arbitrarily set by Payors

_ Current reg’s do not readily acknowledge common

buy/sell COMtTATIS O HOM-ATRS-IOREIASEL=
. “First Sale” price can easily be manipulated to hide

actual value received for lease crude oil
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* Any system can be manipulated
e There is no “perfect” system

. Balance between:
_ Accuracy in recognizing full value rec
_ Ease in auditing and compllance monitoring

eived
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o | lue received for oil at the lease:
Actual v¢ rudent oil

_ Recognizes full value obtained by p
producers a R
_ Difficult to audit and detect underpayments
o General “Market Value” basis: .
_ Easy to ensure that payments equal value basis |
iffie .0 oceible to determine the appropriate

e

- «Market Value’;withont access to actual marke
arrang;énlen‘ts |
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o Actual Value may be s

6 A ' Va 99
. Require§ complete disclosure of marketing
‘arrangements by Payor

ms-length
- ure that sales were ar f '
Eonls% other value received in return for lease crude oil
— Includes service discounts, discounts on other sal.es1 etc.
+ No affiliation between Buyer and Seller
ales or exchanges

1anges? -~

—How 14 . n-10- e
. Easy compliance for some payors
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“Actl » Payment
(cont.)

e Reportmg and paymg federal royaltles on
actual receipts may divulge proprietary

marketing arrangements
‘_ Some states require payment o

same price
. Burden of Proof must be on Payor to show

f all royalties on the

actuWé

everal strlct

- Marketmg arrangements must meet 8
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Sent By: FRONTIERS OF FREEDOM ;

¢6 2

. Option. {: Purely theoretical application
_ “Net-back” calculation |

.« Market center spot value
'— What basis? .

i eduction
« Published transportation d
P-li Potential overstatement of transport deduction

o Quality deduction | |
Q—- wgt basis for determining quality valuation?

 Assumes that MIMS kmows-atleast-as muc i
specific lease crude oil value as the pmducers
e Dil‘ﬁcult without access to actual market data
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. ‘Option 2 (re

Y 9 | tI

(cont.)

cémmended): Use of Actual data to
compile an «gqverage” for each area

_ Should be based on «exchange pricing” rather than

absolute - .

« Exchange differences do not ch

t fa i be
_ Actual market factors in known areas can
A ' tical values for

ange often

—_pxtended to devg!ﬂqp‘_theore

application in cases where no a

repoﬂed | |
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. All payors provide MMS

with complete

marketing information
_ Kept confidential by MMS

aluation basis: |
v o If actual value or actual éxchange to market center IS

known, use actual value received:

~ Outright sale‘

— —Fschange to market center e
- use Market ”

s If actual value or exchange not known,

rage Pricing |
AieEstEbﬁshed'by MMS based on actual reported data

~
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i Pat

« Qutright sale terms
_ Declare if arms-length sale

_ Define price basis and premiums
« Inciude all formulae used |
— Define actual transportation costs from lease to S

location
e If using buy/sell for transport, define all buy/sell terms

a‘le

T Define actual quality*"adji;?fﬁﬂ’t‘te'rms--.—-------~'--~.~ e
+ List actual quality parameters (APL, S, ...) if using a
«deemed” price adjustment factor
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Sent By: FRONTIERS OF FREEDOM ;

K Exchange terms

_ Declare if arms-length exchange )
_ All pricing terms and formulae for all locations
_ Location of each exchange point

_ Define actual transportation costs from le

first-sale location -
o If yging buy/sell for transport, define all

ase to

buy/sell terms

—- Define actual quality'aiﬁﬁéﬁhent terms -
. List actual quality parameters (AP, S, ...) if using a
«deemed” price adjustment factor
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. Usé «Adjusted NYMEX Settle” or ‘fPosting:
Plus” as Basis for Cushing, OK Delivery P.l“lce. .
_ «Adjusted NYMEX Settle” is s?milar to “qutmg—
Plus”, except that no posted prices ?re req.unred
. Continues natural hedge for refiners like posting

« Oil conceptually priced during delivery like posting
o Can be exactly bought/hedged/traded/sold on the

NYMEX settiepriees-

« Corrects arbitrage pot‘epti

al from simply using NYMEX
settle prices alone |




